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character of the project. This deter-
mination shall be based upon the find-
ings listed below and such other find-
ings as the Commissioner deems appro-
priate: 

(1) The mortgagee is entitled, under 
§ 207.255, to assign the mortgage in ex-
change for the payment of insurance 
benefits; 

(2) The relief resulting from partial 
payment, when considered with other 
resources available to the project, 
would be sufficient to restore the fi-
nancial viability of the project; 

(3) The project is, or can at reason-
able cost be made, structurally sound; 

(4) The management of the project is 
satisfactory to the Commissioner; and 

(5) The default under the insured 
mortgage was beyond the control of 
the mortgagor. 

(c) Partial payment of a claim under 
this section shall be made only when: 

(1) The project is, or potentially 
could serve as, a low- and moderate-in-
come housing resource; 

(2) The property covered by the mort-
gage is free and clear of all liens other 
than the insured first mortgage and 
such other liens as the Commissioner 
may have approved; 

(3) The mortgagee has voluntarily 
agreed to accept partial payment of the 
insurance claim under the mortgage in-
surance contract and to recast the re-
maining mortgage amount under terms 
and conditions prescribed by the Com-
missioner; and 

(4) The mortgagor has agreed to 
repay to the Commissioner an amount 
equal to the partial payment, with the 
obligation secured by a second mort-
gage on the project containing terms 
and conditions prescribed by the Com-
missioner. The terms of the second 
mortgage will be determined on a case- 
by-case basis to assure that the esti-
mated project income will be sufficient 
to cover estimated operating expenses 
and debt service on the recast insured 
mortgage. The Commissioner may pro-
vide for postponed amortization of the 
second mortgage. 

(d) Payment of insurance benefits 
under this section shall be in cash. The 
Commissioner shall waive the deduc-
tion of one percent of the mortgage 
funds advanced to the mortgagor, pro-
vided for in § 207.259(b)(2)(iv), with re-

spect to a partial payment of a claim 
under this section. The items referred 
to in § 207.258(b)(4) shall either be re-
tained by the mortgagee or delivered to 
the Commissioner in accordance with 
instructions to be issued by the Com-
missioner with respect to a partial pay-
ment of claim under this section. 

(e) Lenders receiving a partial pay-
ment of claim following the Commis-
sioner’s endorsement of the Mortgage 
for full insurance under parts 251, 252, 
or 255 of this chapter, will pay HUD a 
fee in an amount set forth through 
FEDERAL REGISTER notice. HUD, in its 
discretion, may collect this fee or de-
duct the fee from any payment it 
makes in the claim process. 

[50 FR 38786, Sept. 25, 1985, as amended at 61 
FR 49037, Sept. 17, 1996] 

§ 207.259 Insurance benefits. 
(a) Method of payment. Upon either an 

assignment of the mortgage to the 
Commissioner or a conveyance of the 
property to him in accordance with re-
quirements in § 207.258, payment of an 
insurance claim shall be made in cash, 
in debentures, or in a combination of 
both, as determined by the Commis-
sioner either at, or prior to, the time of 
payment, except where the mortgage is 
insured pursuant to: 

(1) Section 223(e) of the National 
Housing Act, or 

(2) Section 223(f) of the Act and at 
the time of the insurance endorsement, 
(i) the mortgage met the special eligi-
bility requirements contained in 
§ 207.32a(k) or (ii) the mortgage covered 
a property to be rehabilitated under 
part 511 or part 850 of this title, such 
claim shall be paid in cash, unless the 
mortgagee files a written request, with 
the application, for payment in deben-
tures. A claim paid in cash on a mort-
gage insured under section 223(e) shall 
be paid from the Special Risk Insur-
ance Fund. If the mortgagee files an 
application for payment in debentures 
on a claim on a mortgage insured 
under section 223(e) or 223(f), the claim 
shall be paid by issuing debentures and 
by paying any balance in cash. 

(b) Amount of payment; assignment of 
mortgage. If the mortgage is assigned to 
the Commissioner, the insurance bene-
fits shall be paid in an amount deter-
mined as follows: 
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(1) By adding to the unpaid principal 
amount of the mortgage, computed as 
of the date of default, the following 
items: 

(i) The amount of all payments made 
by the mortgagee for taxes, special as-
sessments and water rates which are 
liens prior to the mortgage; for insur-
ance on the property; and for any 
mortgage insurance premiums paid 
after default. 

(ii) An allowance for reasonable pay-
ments made by the mortgagee, with 
the approval of the Commissioner, for 
the completion and preservation of the 
property. 

(iii) An amount equivalent to the de-
benture interest which would have 
been earned on the portion of the in-
surance benefits paid in cash, as of the 
date such cash payment is made, ex-
cept that when the mortgagee fails to 
meet any one of the applicable require-
ments of §§ 207.256 and 207.258 within 
the specified time and in a manner sat-
isfactory to the Commissioner (or 
within such further time as the Com-
missioner may approve in writing), the 
interest allowance in such cash pay-
ment shall be computed only to the 
date on which the particular required 
action should have been taken or to 
which it was extended. 

(2) By deducting from the total of the 
items computed under paragraph (b)(1) 
of this section, the following items: 

(i) Any amount received by the mort-
gagee on account of the mortgage after 
the date of default. 

(ii) Any net income received by the 
mortgagee from the property covered 
by the mortgage after the date of de-
fault. 

(iii) The sum of the cash items re-
tained by the mortgagee pursuant to 
§ 207.258(b)(6), except the balance of the 
mortgage loan not advanced to the 
mortgagor. 

(iv) An amount equivalent to 1 per-
cent of the mortgage funds advanced to 
the mortgagor and not repaid as of the 
date of default, except that all or part 
of the 1 percent may be waived by the 
Commissioner if, at his request and in 
lieu of foreclosure, the mortgage is as-
signed to the Secretary. 

(v) In the case of a lender receiving 
insurance benefits for the full Mort-
gage amount upon the Commissioner’s 

endorsement of the Mortgage for full 
insurance pursuant to 24 CFR parts 251, 
252, or 255, the amount of the fee set 
forth through FEDERAL REGISTER no-
tice. HUD may, in its discretion, col-
lect this fee rather than deducting the 
fee from the total of the items com-
puted under paragraph (b)(1) of this 
section. 

(vi) Except for multifamily project 
mortgages for which HUD issued a firm 
commitment for mortgage insurance 
before September 1, 2011, and for multi-
family project mortgages insured under 
section 232 of the Act (12 U.S.C. 1715w) 
and under section 242 of the Act (12 
U.S.C. 1715z–7), when there is a cov-
enant default as defined in 
§ 207.255(a)(1)(ii) and a mortgagee re-
fuses to comply promptly with the 
Commissioner’s request to accelerate 
payment pursuant to § 207.257, an 
amount equal to the difference between 
the project’s market value as of the 
date of the Commissioner’s request and 
the project’s market value as of the 
date the mortgagee makes an election 
to assign the mortgage, or convey title 
to the project, as determined by ap-
praisal procedures established by the 
Commissioner. 

(vii) For multifamily project mort-
gages for which HUD issued a firm 
commitment for mortgage insurance 
on or after September 1, 2011, the regu-
lations of paragraph (b)(2)(vi) of this 
section shall apply, unless the mort-
gagor demonstrates to the satisfaction 
of the Commissioner that financial 
hardship to the mortgagor would result 
from application of the regulations in 
paragraph (b)(2)(vi) of this section due 
to the reasonable expectations of the 
mortgagor that the transaction would 
close under the regulations in effect 
prior to September 1, 2011, in which 
case, the regulations of paragraph 
(b)(2)(vi) shall not apply. 

(c) Amount of payment; conveyance of 
property. If the property is conveyed to 
the Commissioner, the insurance bene-
fits shall be paid in an amount deter-
mined in accordance with paragraph (b) 
of this section, except that the item set 
forth in paragraph (b)(2)(iv) of this sec-
tion shall not be deducted. 

(d) Issuance of certificate of claim. In 
addition to the insurance benefits paid 
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under paragraph (b) or (c) of this sec-
tion, a certificate of claim shall be 
issued to the mortgagee. 

(1) In the case of an assignment of 
the mortgage, the certificate shall be 
for an amount which the Commissioner 
determines to be sufficient, when added 
to the amount of the insurance benefits 
to equal the amount the mortgagee 
would have received if, on the date of 
assignment to the Commissioner, the 
mortgagor had paid in full all obliga-
tions under the mortgage. Where a con-
veyance is involved, there shall also be 
included in the certificate an allow-
ance in a reasonable amount for any 
necessary expenses incurred by the 
mortgagee in connection with the fore-
closure proceedings or the acquisition 
of the mortgaged property otherwise 
and in connection with the conveyance 
of the property to the Commissioner. 

(2) The certificate of claim shall pro-
vide for an uncompounded annual in-
terest increment of 3 percent to begin 
as of the date of either assignment or 
conveyance. 

(e) Issuance of debentures. Where de-
bentures are issued, they shall meet 
the following requirements: 

(1) Be issued as of the date of default. 
(2) Be registered as to principal and 

interest. 
(3) At the option of the Commissioner 

and with the approval of the Secretary 
of the Treasury, be redeemable at par 
plus accrued interest on any semi-
annual interest payment date on 3 
months’ notice of redemption given in 
such manner as the Commissioner shall 
prescribe. The debenture interest on 
the debentures called for redemption 
shall cease on the semiannual interest 
payment date designated in the call no-
tice. The Commissioner may include 
with the notice of redemption an offer 
to purchase the debentures at par plus 
accrued interest at any time during the 
period between the notice of redemp-
tion and the redemption date. If the de-
bentures are purchased by the Commis-
sioner after such call and prior to the 
named redemption date, the debenture 
interest shall cease on the date of pur-
chase. 

(4) Mature 20 years from the date 
thereof. 

(5) Be issued in such forms and 
amounts; and be subject to such terms 

and conditions; and include such provi-
sions for redemption, if any, as may be 
prescribed by the Secretary, with the 
approval of the Secretary of the Treas-
ury; and may be in book entry or cer-
tificated registered form, or such other 
form as the Secretary by regulation 
may prescribe. 

(6) Bear interest from the date of 
issue, payable semiannually on the 
first day of January and the first day 
of July of each year at the rate in ef-
fect as of the date the commitment was 
issued, or as of the date of initial insur-
ance endorsement of the mortgage, 
whichever rate is higher. The applica-
ble rates of interest will be published 
twice each year as a notice in the FED-
ERAL REGISTER. 

(7) Debentures representing the por-
tion of the claim applicable to an oper-
ating loss loan shall bear interest at 
the rate in effect as of the date the 
commitment to insure such loan was 
issued, or as of the date of endorsement 
for insurance of such loan, whichever 
rate is the higher, although debentures 
representing the portion of the claim 
applicable to the original mortgage 
may bear interest at a different rate. 

(f) Mortgagee Time Limits for Supple-
mental Claims for Additional Insurance 
Benefits. A mortgagee may not file for 
any additional payments of its mort-
gage insurance claim more than six 
months after the date of final settle-
ment of the insurance claim by the 
Commissioner. For the purpose of this 
section, the term final settlement shall 
mean the payment of the insurance 
claim (in cash or debentures) or billing 
for any overpayment of a partial claim 
that is made by the Commissioner. 
Final settlement is based upon the sub-
mission by the mortgagee of all re-
quired documents and information pur-
suant to part 207 of this chapter. 

[36 FR 24537, Dec. 22, 1971, as amended at 41 
FR 45829, Oct. 18, 1976; 47 FR 26125, June 17, 
1982; 49 FR 24654, June 14, 1984; 51 FR 13142, 
Apr. 17, 1986; 51 FR 27838, Aug. 4, 1986; 57 FR 
55112, Nov. 24, 1992; 59 FR 49816, Sept. 30, 1994; 
61 FR 49038, Sept. 17, 1996; 71 FR 18153, Apr. 
10, 2006; 76 FR 24371, May 2, 2011] 

§ 207.259a Waiver of title objection; 
mortgages formerly Commissioner- 
held. 

If the Commissioner sells a mortgage 
and such mortgage is later reassigned 
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